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fcCxrran, from the Committee on the Judiciary, submiited 
the following 


REPORT 


{To accompany H. R. 1672] 


The Committee on the Judiciary, to which was referred the bill 
(H. R. 1672) for the relief of Bank of America National Trust and 
Savings Association, having considered the same, reports favorably 
thereon, without amendment, and recommends that the bill do pass. 


PURPOSE 


The purpose of this bill is to pay the Bank of America National 
Trust and Savings Association of San Francisco, Calif., the sum of 
$20,403.65 in full settlement of all claims against the United States 
on account of moneys loaned by the said bank to San Jose Manu- 
facturers, Inc., San Jose, Calif. 


STATEMENT 


San Jose Manufacturers, Inc. (hereafter called San Jose) was a 
corporation formed from 27 different small machine shops. The 
purpose of effecting this consolidation was to assist the Federal 
Government in defense work and to utilize the potential productive 
capacity of small manufacturers in the national defense program. 
The San Jose Co. was formed in the summer of 1941 after the issuance 
of the President’s proclamation requesting the formation of associa- 
tions of small manufacturers to act as prime contractors. The Bank 
of America National Trust and Savings Association (hereafter called 
the bank or the Bank of America) was approached by the San Jose 
group. Pursuant to the urgent requests of the Office of Production 
Management to help small business generally, the bank undertook to 
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finance this enterprise on the assumption that the War Department 
had satisfied itself of the manufacturer’s ability to do the work needed. 

Through its unsuccessful negotiations in August 1941, for a 57-milli- 
meter carriage contract, the San Jose company learned that one of 
the Government’s requirements for granting such a contract was 
that the contractor have approved plant facilities. It was also neces- 
sary to comply with the Walsh-Healy Act, which required that the 
prime contractor do some necess: ry part of the manufacturing im its 
own plant. Consequently, a forge plant was built in the city-of Santa 
Clara, and the bank advanced the money to pay for it. ‘The machin- 
ery for this forge plant was selected and approved by one of the Gov- 
ernment inspectors of the Ordnance Department before it was pur- 
chased. At this time the Ordnance Department in Washington was 
soliciting bids for the manufacture of 105-millimeter howitzer car- 
riages, and the San Jose Manufacturers, Inc., submitted a bid on 
November 25, 1941, for the manufacture of not more than 300 105- 
millimeter howitzer carriages at a cost of $6,000 each. The bid was 
followed up by the officers of the San Jose company in Washington, 
and on January 24, 1942, the corporation received a letter contract, 
which Was substantiated by a formal contract (No. W-883-—Ord 
2564) for the manufacture and assembly of 98 105-millimeter howitzer 
carriages at a price of $6,000 each. It is obvious that the Ordnance 
Department reduced the number of the carriages from 300 to 98 
without allowing a corresponding increase in the contract price. 

By letter dated December 9, 1941, the bank committed itself to 
make the loan to San Jose. The first paragraph of this letter stipulates 
that the commitment is to be effective if and when San Jose was 
approved by the proper governmental agency and had in its possession 
a formal assignable and acceptable contract with the United States 
Government for the manufacture of the 105-millimeter howitzer 
carriages M-—2, not to exceed 300 in number. The moneys were to be 
advanced by the bank, as needed, upon presentation of vouchers for 
materials purchased and certified payrolls for labor, and the loan was 
to be secured by an assignment of the full proceeds of the Government 
contract. 

The San Jose company ran into immediate trouble after they obtained 
their contract. First of all, they could not obtain as high a priority 
as was needed to obtain the necessary materials until July 22, 1943. 
Secondly, there were changes in specifications and plans which 
obviously held up operations through at least the first half of 1942. 
Thirdly, there were difficulties in finding suppliers, and, even when the 
various suppliers were contacted, additional difficulties were encoun- 
tered in getting shipments on time. The fourth and perhaps the 
biggest trouble which was encountered was that of management. 
It was necessary to coordinate some 27 small shops which were as far 
as 100 miles apart, in some instances. 

In December 1942, a year after the issuance of the contract, the 
Ordnance Department deeided that the management of this company 
should be changed, because the contract had not been completed 
within the required time and these howitzer carriages were needed 
desperately. At this time it was pointed out that the money bor- 
rowed from the Bank of America had already been expended and no 
howitzer carriage had yet been completed. When the new manage- 
ment took control it reviewed all of the corporation’s affairs and found 
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that it would be impossible to complete the howitzer carriage contract 
at the ceiling price, $6,000, set forth in the contract. The Ordnance 
Department was aware of this fact during the reorganization of the 
company when it requested completion of the contract. And accord- 
ing to the allegations of the bank the parties involved understood 
that there would be an upward revision of the contract price per carri- 
age due to the excessive cost of production, although no express con- 
tract was made to that effect. When the reorganization was com- 
pleted to the satisfaction of the officers of the Ordnance Department, 
the bank made a commitment to advance $464,763.49 which was all 
used in completing the 98 howitzer carriages. As an additional pre- 
caution the bank assigned one of its vice presidents to work with and 
help the San Jose group. 

In June 1943 the first howitzer carriage was completed and after 
satisfactory tests had been made in August of 1943 the company 
immediately proceeded to complete its contract. On February 2, 
1944, the San Jose Co. submitted a statement to the Ordnance De- 
partment showing the company’s audited cost of the gun carriages to 
be $7,767.20 each, and consequently that $6,000 each was wholly in- 
adequate. 

The total amount of money advanced by the Bank of America to 
the San Jose group was $1,246,446.10 ($781,682.61 was advanced 
before reorganization and $464,763.49 was advanced subsequently) 
The San Jose group was paid $575,122.84 for the gun carriages and it 
further received $174,930.97 for special tools, dies, jigs, ete. All of 
the funds received from the Ordnance Department were applied to 
the company’s loans when the company was liquidated, and this left 
a deficit of $348,676.98. 

Since this was a regulation V-loan, 80 percent of the loss indicated 
has been borne by the Federal Reserve Bank as fiscal agent for the 
War Department; and 20 percent of the loss has been borne by the 
Bank of America. As regards the bank, this amounts to $69,735 
and is the amount originally requested in House bill 1672, Eighty- 
second Congress, first session. The Bank of America has, however, 
received $55,000 im interest from the loan, and the House reduced the 
claim by that amount (net balance of $14,735). To the sum of $14,735 
was added $5,608.65 (sum advanced to the bank’s vice president 
kept at the company’s office). Consequently, the House bill, 
passed, was in the sum of $20,403.65, and the House Judiciary Com- 
mittee recommended favorable consideration on the ground that only 
actual losses, exclusive of interest, were being paid. 

The Department of the Army recommended unfavorable consider- 
ation of a similar bill, H. R. 4650, Eighty-first Congress. The report 
of that Department is based on the ground that there is no legal or 
equitable grounds on which to predicate relief. This proposition is 
in turn based on the basis of the contention that the bank volun- 
tarily undertook to finance the operations of the San Jose group; 
that losses were sustained in the normal course and the United States 
has assumed its portion of those losses which-are much greater than 
the losses of the bank. 

The committee is of the opinion that the argument of the Depart- 
ment of the Army is overly technical. There is obviously no legal 
remedy, and it is doubtful whether equitable relief is available; that 
is the main reason the claimant has come before Congress. There are 
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three primary reasons why this claim should receive favorable con- 
sideration. (1) There are many equities which support this claim; the 
reduction of the number of carriages from 300 to 98 with no upward 
revision of the price per carriage and the inability of the company to 
get a priority rating of sufficient standing for the company to get 
essential materials are only two of such equities. (2) The national 
policy of this country, as expressed in President Roosevelt’s proclama- 
tion, was to include small business enterprises in the national defense 
program. ‘This policy necessitated, as in this instance, grouping many 
small manufacturers who had never worked together before. It is 
small wonder that they were unable to procure supplies, priorities, 
and the unity of management which established coneerns such as 
General Motors were able to acquire. There was bound to be waste 
and inefficien¢y in such a policy, but none of these small manufac- 
turers could have long survived if they had been unable to obtain 
Government contracts. We had to win the war, but it was just as 
essential that small business be preserved. If small business was 
granted a preferred position it would not seem amiss to include in 
that preferred position those institutions (lending agencies) which 
enabled small business to operate. (3) It is quite obvious that the 
80 percent guaranty against losses under the Federal Reserve V-loans 
encouraged the banks to make these loans. But it is equally obvious 
that no bank would make a loan unless it had what it considered 
satisfactory assurance that all of the principal amount of the loan 
would be repaid. It was for this reason that the loan was predicated 
on the condition that the appropriate governmental department ap- 
prove the facilities of the San Jose group for producing the carriages 
for which it contracted. Once the facilities were so approved and the 
contract granted, it is oe that an inequity arises in regard to the 
bank when those same facilities are not able to or do not produce the 
desired result. This fact was emphasized when the reorganization 
took place and the bank undertook to advance $464,763.49 in addi- 
tional funds. The Ordnance Department was apprised of the facts 
and knew that the carriages, which our armed forces desperately 
needed, could not be produced unless these additional funds were 
forthcoming. Consequently, there are considerations over and above 
the normal business transaction which this committee feels entitle this 
bill to be favorably considered. 

The Department of the Army also bases its recommendation on the 
fact that if this claim is allowed it will open the door to a host of 
claimants. In this question of “opening the door’, it may not be 
remiss, to call attention to Private Law 243, passed in the Seventy- 
ninth Congress for the benefit of Lubell Bros., Inc. This proceeding 
involved a claim for liquidated damages against the Government in 
the sum of $104,511.12. Lubell Bros., Ine., was engaged in the 
manufacture of shirts. Prior to 1945 that firm had entered into 
contract with an agency of the United States Government to manu- 
facture 1,108,000 shirts. The deal was processed through the War 
Production Board. The production management knew that the 
facilities of Lubell Bros., Inc., were inadequate to meet the delivery 
requirements called for in the contract. It was agreed that a major 
portion of the goods would be sublet by the prime contractor to sub- 
contractors. It subsequently developed that the subcontractors 
approved by the Quartermaster’s Department were unable to deliver 
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the merehan«ise within the time specified in the contract. The delavs 
were attributed to strikes, slow-downs, and other factors, ineludin 
the difficulty in obtainmg materials. There was no dispute about t!] 
loss sustained D\ thie prime contractor. The Government set 1 p t 
defense that the contract contained a clause whereby liquid 
damages were to be assessed in ease the contractor failed to pro 
the manufactured product within the time cified in the written 


instrument. ‘Therefore, the Government contended it had a niet 
to withhold the sum claimed as liquidated dama 3, 


The defenses pli aded to the Laibell elaim 1 SUDS antially Oo} the 
| 
i 





J 


Same character as those pleadec in tp 
While there is some dissimilarity in the facts between the two respec- 
tive claims, it would appear that in numerous respects the grounds 
upon which the claims are based are quite similar. In the Lubell 
claim the defenses interposed were similar to those interposed in tl 
claim filed by the Bank 
paid. 

The supplemental report from the Department of the Army calls 
attention to the fact that in the claim of Lubell Bros., Inc., the pay- 
ment was made to the contractor and not to a lending tmstitution. 
The committee is not impressed by this distinction, and does not 
consider that the claim of the bank should be prejudiced by the fact 
it enjoyed the security of the regulation V loan. Other facts might 
disclose reasons for denying such a claim, but there are no such facts 
in this case. 

The report of the Department of the Army dated July 19, 1949, 
made in relation to a similar bill, H. R. 4650, Eighty-first Congress, 


is printed in its entirety below. <A supplemental report trom the 
Department of the Army dated September 7, 1951, is likewise set 
out in its entirety. The House Report No. 713 written to accompany 
-. R. 1672, Kighty-second Congress, first session, is bv referenes 


incorporated herein. 


oc 
of America, and the former claim has been 


DePARTMENT OF TH \t 
i ] i). ( j ; } 
Hlon IUMAN mL 4 I EI 
Chai ia ( ¢ 0 he J ? 
Ho [ 

Dear Mr. Cecter: The Department of tl \ ‘ pposed 
ment of H. R. 4650, Kigl first Congr a bill for B I 
National Trust and Savings Associat 

This bill provides as follows That the Seeretar re uN 
hereby, authorized and directed to pay, out of any mon in the 1 
otherwise appropriated, the sum of $69 735. to Bank of America National Tru 
and Savings Association, of San Francis¢ Californi: n full settlement of a 
claims against the United State mm account ¢ nonevs loaned b to San Jose 
Manufacturers, Incorporated, San Jose. ¢ rnia, in connectior h the la 
mentioned corp ration’s contract numbered W-83—Ord.—2564 [W-883—Ord 2564 
with the United States of America for the manufacture of ninety-« it gun ear- 
riages, howitzer 105-millimeter Vi2, whicl er etualh nanufactured ! 
delivered to the War Department and accepted by in accorda vi said 
contract as modified by agrecme be l he A = Su 
represents the actual loss whic claimant suffered after all of t LSS . Sa 
Jose Manufacturers, Incorporated, which was wholly fina i by claimant, were 
liquidated and applied on its ob'igations to the claimant accou oO giulatior 


\ loans without which the SAl | eoutract jcontractor would have beet unable 
undertake and perform the contract. 
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On January 24, 1942, the San Francisco Ordnance District placed a letter 
order, later formalized into contract No. W—883—Ord.—2564 (erroneously referred 
to in H. R. 4650 as W—83-—Ord.-2564), with San Jose Manufacturers, Inc., of San 
Jose, Calif., for 98 105-millimeter howitzer earriages, exclusive of recoil 
mechanisms, but ineluding spare parts, accessories, and sighting equipment 
(except major items) at a unit price not to exceed $6,000 each. The letter-order 
contained a provision for renegotiation of price downward after the completion 
of the first 50 carriages. This order was accepted on behalf of the contractor on 
January 27, 1942. 

The unit price of $6,000 was the maximum considered warranted by the Ord- 
nance Department, was substantially higher than the average price being paid 
at the time for similar carriages, and as a matter of fact was higher than that 
paid at any time for like construction. 

Delivery of all 98 carriages was required by the contract to be made before 
November 10, 1942. However, by February 3, 1943, none of the carriages had 
been delivered, but an amount equal to the entire contract price for the 98 car- 
riages had been expended by the contractor. On February 23, 1943, a new board 
of directors and management took over the operation of San Jose Manufacturers, 
Inc. Production under the contract was finally completed and all deliveries 
made bv January 13, 1944. 

San Jose Manufacturers, Inc., which appears to have been promoted by the 
Chamber of Commerce of San Jose, Calif., was actually a pool of small machine 
shops organized by certain citizens of San Jose, according to the statement of 
representatives of the corporation, in an effort “to effect a consolidation of the 
machinery and equipment of the small machine shops to assist the Fedcral 
Government in the defense work program and to utilize th potential production 
capacity of the small machine shops and manufacturers in the national defense 
program. 

The operations of San Jose Manufacturers, Ine., were financed entirely by the 
Bank of America National Trust and Savings Association, of San Francisco, 
Calif. All eapital was furnished by the bank, and in turn the United States, 
through an 80 percent guaranteed Federal Reserve V-loan, assumed 80 percent 
of any losses which might be sustained by the bank. The corporation in its 
claim filed with the War Department under the First War Powers Act, approved 
December 18, 1941 (55 Stat. 839; 50 U. S. C. App. 611), stated that upon the 
liquidation of San Jose Manufacturers, Inc., and after applying all of the funds 
received from the War Department and from the sale of the assets of the corpora- 
tion to the indebtedness due by the corporation to the bank there was a balance 
due to the bank of $359,004.10. Of this balance, under the 80 percent guaranteed 
V-loan the United States assumed 80 percent of the losses sustained by the bank 
on its loan to Sen Jose Menufacturers, Ine., and, accordingly, the total loss of 
the bank, according to a letter received by the War Department from San Jose 
Manufacturers, Ine., dated November 2, 1944, was $69,915. In this connection 
the Ordnance Department reports that on the loans of the Bank of America 
National Trust and Savings Association to San Jose Manufacturers, Ine., on 
account of this contract the bank received interest payments in excess of $45,000. 
It appears that over $11,000 additional interest payments were received by the 
bank during the same period from San Jose Manufacturers, Inc., in connection 
with certain other operations of the corporation not covered by contract No. 
W-S83—Ord—2564. 

As indicated above, San Jose Manufacturers, Inc., was simply an association of 
small war plants banded together to perform Government contracts. Actually, 
none of the operations carried on by these various small war plants in connection 
with production under the carriage contract resulted in any loss to any of the 
plants participating in the production. The only out-of-pocket loss was that 
sustained by the Bank of America National Trust and Savings Association with 
respect to the 20-pereent portion of its financing of San Jose Manufacturers, Inc., 
not guaranteed by the Federal Reserve V-loan. 

The subject matter of contract No. W—883—Ord—2564 received the scrutiny of 
the War Department as the result of a request, and a later supplemental request 
submitted on bebalf of San Jose Manufacturers, Inc., for an increase in the contract 
price from $6,000 per carriage to $7,767.20. These requests of the corporation 
on behalf of the Bank of America National Trust and Savings Association were 
submitted under title I] of the First War Powers Act, supra, and Executive Order 
No. 9001 (December 27, 1941), wherein the War Departinent was granted exten- 
sive powers witb respeet to the modification of contracts and the increase of 
contract prices whenever it was deemed that such action would facilitate the 
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prosecution of the war. It was the view of the War Department, however, after 
a survey of all available information, that there existed no basis on which the 
Department could properly use those broad powers to grant the relief requested 
by San Jose Manufacturers, Inc. 

The original application for relief under the provisions of the First War Powers 
Act was resubmitted and supplemented under date of March 10, 1945, by a letter 
from Representative Jack Z. Anderson, of California, to the War Department. 
Further investigation was made by the Department, and it was considered that 
no new evidence was presented which warranted a different conclusion than that 
previously reached. This view was communicatea to Representative Anderson 
by the following letter from the Under Secretary of War dated May 22, 1945: 

“‘At your request a full investigation has been undertaken concerning the facts 
surrounding the administration by the Ordnance Department of contract No. 
W-883-Ord-2564 with San Jose Manufacturers, Inc. In connection with this 
investigation I have had careful consideration given not only to the supplementary 
request for contract adjustment, but also to the original application submitted 
to the Director, Purchases Division, Headquarters, Army Service Forces, on 
January 16, 1945, by Mr. Ralph W. Elsman, chairman, San Jose Manufacturers, 
Inec., and his attorney, and to a later memorandum from counsel for the Bank 
of America. 

‘““As the result of consideration of the facts, I am forced to conclude that the 
circumstances presented in this case are not such as to justify the granting of any 
adjustment to the company or to the Bank of America under the First War Powers 
Act and that favorable action could not be taken without doing violence to the 
srinciples long established under the act and Executive Order No. 9001 by the 

Var Department and applicable to requests for relief arising under such act. 

“The history of this case indicates that from the very outset the Ordnance 
Department, both in Washington and in the San Francisco district office, had 
serious doubts as to the ability of the San Jose Manufacturers, Inc., to perform 
this particular contract. It was with some misgiving that the War Department 
finally agreed to allow them to undertake the work. 

‘‘Almost from the outset the company had difficulty in organizing properly 
for the performance of the contract, and over a considerable period the Ordnance 
Department found it necessary to give it assistance of various types. 

‘When the concern had not been able to make delivery of any of the carriages 
contracted for even after the original completion date, the Ordnance Department 
felt that it would be impossible for it to fulfill its obligation. However, a change 
of management was effectuated, and thereafter the Bank of America advanced 
additional funds to finance the completion of the contract. 

“Tt is the bank’s representation that because the Ordnance Department knew 
of its furnishing these additional funds, it tacitly agreed to increase the price under 
the contract. So far as I can ascertain no responsible Ordnance Department officer 
or employee who had knowledge of the facts at any time stated or implied that 
such was the case. The willingness of the Ordnance Department to see the bank 
advance additional funds was based on a hope that with the additional funds and 
under the new management, San Jose Manufacturers would be able to complete 
the contract, deliver the gun carriages, and reduce the amount of the loss both to 
the Bank of America and to the War Department which, as you know, guaranteed 
the V-loan to the degree of 80 percent. The carriages were completed and the 
net loss to the bank was thereby very substantially decreased, 

“The initial mistake in the entire transaction appears to have been a belief on 
the part of San Jose Manufacturers that it could manufacture these carriages for 
$6,000, the maximum that Ordnance felt warranted in allocating to the project. 

“The War Department was purchasing the same carriage from other manufac- 
turers even then for less: than $6,000. It is doubtful if it would have been justified 
in contracting originally at a higher price. There appears no basis on which it 
would now be proper for the War Department to increase the amount paid for 
these carriages over that originally contracted for. In reaching this conclusion 
consideration has been given to the fact that the entire operation was carried out 
in an attempt to implement the desires generally expressed by Congress that 
small plants should be used as much as possible in the war effort.” 

In the light of the foregoing facts it is the view of the Department of the Army 
that there is clearly no legal basis for a claim against the United States by the 
Bank of America National Trust and Savings Association. Furthermore, there 
is no basis in equity for the granting of the relief proposed by H. R. 4650. The 
bank voluntarily undertook to finance the operations of San Jose Manufacturers, 
Inc. The operations of the corporation resulted in substantial losses. The 
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b) { ( ISSES, howeve r, 7 ive bee assumed by the [ nited states, as here 
petore shown, through an 80-percen guaranteed Federal Reserve V joa) 
\ by it umed 80 percent of any Osses which might be sustained by tl 
! of A Na ‘rust and Savings Association \s a result of the 
Da f t I isan Jose Manuf re Ir { received payments in inter 
I De 1E10N IN « Oot 455,000. tnd upor the Ire Oneratior Of } 
corpo he bar \ lan actu ( tarv k nh the neighborhood 
0 QO l st res} 0 the operations of San Jo Manufacturer 
I i ympared y hose of t United Sta erefor ire negligible Phe 
eC! { ( { H, R. 1650 Ould constitute diserin Inatoryv legj ation in that 
accord to this claimant a preferential treatment not conferred by gener; 
lay nm « Cr persons and corn rations in like Circumstances ‘I here are no facts 
or cum uces present in this case whic] would warrant singling out this 
( unit preferential treatment 
ratio of many individuals and « rporations during World War TI 
mhection with the war effort have re ited in financial losses but for the 
( ) rn { » attempt to compensa te everv one who suffered sucn wartime 
lo obviously would be impossi ile lo attempt to provide for such compen a- 
tion through special legislati nm, such as this bil} attempts to do, would commit 
tl Govern tto ani practical DOLICY, | urthe rmore the enactment of the 
proposed legislation would result in the pr ntation of a great number of claims 
7 uiiar in principle for the payment of which no legal liabilitv on the part of the 
United States exists, and the appropriation of public funds for the payment of 
claim 1 lv be avoided without discrimination in favoy 
of t} t partment of the Army therefore recommend 
it s | sidered 
r | relief of the Bank of America National Trust 
ind Savings Association, was introducea in the Eightieth Congress. except that it 


would have appropriatea the sum of $71,051 for the relief of the claimant. The 
Chairman, Committee on the Judiciary, House of Re presentatives, requestea the 
Depa tent of the Army to submit a report on said bill, and on July 20. 1948 
tary of the Army submitted a r port on that bill similar to the report 
bmitted on H. R. 4650 Kighty-first Congress 

Che B reau of the Bu {get ha advised that the enactment of the proposed 


Caisiation would not be in accord with the program of the President 


CrORDON CIRAY 
Servete 4 of the Arm 





/. 
PARTMENT OF THE Army. 
Washington, D C., September 7, 1951 
He P McCarran, 
C7} Committee on the Jud ry, 
/ led Slate Senate 
D ¢ \lr. McCarran: H.R 1672, an act for the relief of Bank of America 
Na mal Trust and Savings Association in the um of $20,403.65, Is now pendiug 
I f ir committee, having passed the House o) August 8, 1951]. 
Depart t of the Arm In & report dated July 19, 1949, recommended 
( air an of the ( imittee o thr Ju lic wry House of Re presentative ’ 
i i I t first Congress bill, H R 1650, be not favorab!] Cons! i red 
l} re por contal ed ir H LINE Report No 713 on the Kighty second Congres 
} H. R. 1672 
\ the Department o the Army letter of J lv 19, 1949, states the Depart- 
n t’s position with re pect to the Eightv-second Congress bill, H. R. 1672, the 
enactn of that bill bv t} House suggests that it ma be appropriate to state 
additional reaso for opposit uch bill. It is believed that enactment of this 
mea Congress, if approved by tl President, would 
LDiISh a prec lent which could prove very eostlv to the Gover ment. 
During World War IT the War’Department alone guaraniced over 4 billions in 
es tial contractors, with guaranties on th ;oans ranging from 50 to 
UO Dp ‘ent Dur ge the program the aris 1 services took over 157 loans totaling 
SOHO 7 i 7 War Depart m« nt losses on V-loans during World War Il execs led 
3,200,000 ihe present guaranteed loan program authorized pursuant to 
o0L of the Defense Production Act of 1950, is well under wav with total 
ul Lut 17 { | \ the Ds partime nt of De fey se of about 4850,000.000 As of July 


ol, 195] Wit! prociirement operating at an accelerated 


rate, and witn defense 
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costs greatly in excess of those during World War II, it is probable that the 
Government may be called upon to eventually guarantee loans substantially in 
excess of the previous program. 

(b) Make the guaranty agreement (wherein the Government guarantees a 
specified percentage of the loan made to a defense contractor by the financing 
institution) of little worth if, after the Government takes up the guaranteed 
portion of a loan, it is thereafter required to pay a claim for the unguaranteed 
portion. 

c) Create possible misunderstanding on the part of bankers and the public 
that the Government is not keeping its word respecting the guaranteed portion 
of a V-loan. In the instant case queries were made of the Federal Reserve Bank 
of New York as to whether it was true that a bank had to appeal to Congress 
to recover the guaranteed portion of the loan. 

(¢@) Invite pressure for relief claims which are entirely unjustifiabl 


It is noted on page 5 of House Report No. 713, which accompanied H. R. 1672, 
that Private Law 243 passed by the Seventy-ninth Congress gave relief to Lubell 
Bros., Inc., in the sum of $104,511.12 and is cited as a parallel case. However, it 
is important to recognize that in the Lubell case relief was being granted the con- 
tractor; whereas in the case under review relief would flow to a bank Where 
relief is granted to a contractor who may have an unpaid V-loan, the proceeds of 


such relief are applied by set-off to the extent necessary to pay off the V-loan, and 
such application would flow pro-rata to the benefit of the guarantor and the 
financing institution. Therein lies the basie difference 

If the claim of Bank of America is recognized then smaller banks, who enter 
into V-loan guaranty agreement, would feel, in all fairness, that similar claims for 
the unguaranteed portions of their loans should similarly be taken up by the 
Government. 

This report has not been submitted to the Bureau of the Budget for clearance 
because it is desired that you receive it promptly, prior to any Committee meeting 
for the consideration of this bill. However, the Bureau of the Budget coneurre: 
in the opposition report dated July 19, 1949. This report will be submitted to 
the Bureau of the Budget and you will be advised as to the Bureau’s reply as 
soon as it is received. 

Sincerely yours, 


ay 


ARCHIBALD S. ALEXANDER, 
Actina Secretary of the Ar mu. 
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